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Canada's 
Business 
Climate 


Adjustment Towards Less Inflationary Growth 


The record of the Canadian economy in 1969, and the monetary and fiscal policies 
that have been followed, suggest that 1970 will be a year of economic _adj 


with real economic growth proceeding at a rate signifi 's physical 
capacity to produce, In an environment such as this, Gross National Product in volume 


erms will likely increase between 2_and 3 per cent, compared with an estimated 5 
per cent during 1969. Slow growth or decline in the early part of the year should relax 


the pressures on productive resources, and ease the conditions that have contributed 
to the present rate of inflation. pee 


” 


As more evidence of the effectiveness of.monetary and fiscal restraint accumulates, 
Canadian policymakers will be faced with the problem of determining how long to 
pursue restrictive measures, and whether to continue them even if the economic 
slowdown has degenerated into a mild recession. An important constraint on Canadian 
policymakers, however, will be the direction of policy in the United States. In the 
United States, 1970 brings tax cuts and increases in social security benefits, both 
expansionary fiscal measures. As a result it is not likel 
relaxation. in the United States of its very re 10 poli 

tthe middle of the year. It is doubtful whether Canada can pursue (or would wan 
fo pursue) a “Substantially | easier monetary policy than the United States. Unfortu- 
nately, considering the extent to which basic adjustments have already begun to occur 


in the Canadian economy, this would probably be too late to avoid unemployment 
rising above the 6 per cent level later this year. 
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The most notable economic adjustment by far in 1969, which has important implica- 
tions for the shape of the economy in 1970, was that consumer spending growth 
moderated substantially in the last half of the year as the employment picture 
softened, consumer credit tightened, price increases slowed, and higher taxes and 
compulsory welfare payments continued to bite into personal disposable income. The 
marked slowdown in the growth of nal disposable income during 1969 (whether 
measured in current dollar, real or per capita terms) is expected to continue into 1970, 
and will contribute further to a more cautious tone ir Z 
rowing. This trend is an encouraging indication since it represents one of the first clear. 


signals of a break in the inflationary expectations that have so obviously-been a major 
problem for economic policymakers.It could also signal the emergence of-stronger 


resistance by employers to high wage demands_at the collective bargaining table 


this year. 


In our consumer-oriented economy, the purchase of durables, such as cars and major 
household appliances is a source of instability which could be an important feature 


peting savings instruments have become very attractive as an alternative to more 
consumption. 


Export_growth should continue relatively strong, especially for the important com- 
modity exports such as forest products, metals, and fuels. The wheat situation, 
although basically unchanged, has been afforded at least a temporary improvement 
with the signing of the 1970 Canadian-Soviet contract. Exports of manufactured goods, 
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of this year’s adjustment. At very high interest rates, the cost of credit does adversely 
affect consumer borrowing, especially for major durables and housing. Also, com- / 


/ 
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however, may be less buoyant this year as the United States economy experiences 


some easing in its growth rate in response to government policies of fiscal and mone- 
tary restraint. 


For five consecutive years eee tas Canada has ae eee than 
Gross pent Oda ane indications are. 


iNérease at a ceo sae oper GNP. Business investment is expected to increase 
moderately, although a reduced rate of business inventory accumulation seems likely. 


Furthermore, the residential construction sector will be marginally weakerin 1970, 
reflecting the effects of a downward trend in starts as 1969 progressed and relatively 


stringent monetary and credit conditions. 
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In summary, it would appear that 1970 will be a somewhat painful year for the Cana- 
dian economy. In perspective, however, the current correction in Canadian growth 
performance should be viewed essentially as an induced cooling-off period to bring 
incomes and spending into better balance with real resources. To the extent that a 
period of mediocre economic performance speeds the process of adjustment, it will 
bring the time much closer when vigorous growth without inflation will be restored 
and Canada’s economic potential realized. 


Data available as at mid-January used in charts and comments. Where applicable, analysis of current 
and prospective economic conditions is based on the recently revised National Income and Expenditure 
Accounts, published by the Dominion Bureau of Statistics. references are to these series. 


On charts marked “Ratio Scale’’ equal vertical distances represent equal percentage changes. 
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Gross National Product 


The 1968 upswing in the Canadian 
economy continued into 1969 on 
a much more inflationary note. ~ 
Fiscal and monetary restraint, 
applied somewhat belatedly, re- 
sulted in some softening in the 
economy by year-end. Growth in 
real output has come to a virtual 
standstill for the last three quar- 
ters, at first due to labour dis- : 
putes, but reinforced later by N.P.JIN 196 
policy impacts. RN 

Although some evidence of the 
efficacy of anti-inflationary pol- 
icies has now appeared, prices 
will probably still rise by almost 
4 per cent in 1970. 
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Source: Dominion Bureau of Statistics. + Revised Series 
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Personal Disposable Income 
and Consumer Spending © a 
Personal disposable income grew yor 
_ at a sharply reduced rate in the ot 
third quarter of 1969, despite a oisPosapie cee a ae 
$240-million retroactive Govern- re 
ment pay increase. Continued | - 
large wage gains in the primary Pos 
and manufacturing sectors were 7 =o4t S 30 
. . . eo” | 
largely offset by diminished oo 
employment opportunities, pro- on "SEASONALLY APIUSTED 
tracted strike situations and de- e s ANNUAL RATES 
clining farm income. GE at 
Consumer spending, which grew ee oo 20 
virtually at the same rate as in be* * % 
PERSONAL SAVINGS RATE 
the sharply slower second quar- cae 10 
ter, is not expected to strengthen : | 8 
soon. Uncertainties as to incomes, 6 
credit and prices will likely con- 4 
tinue to promote a high personal 2 
savings rate. i 
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Source: Dominion Bureau of Statistics. * Revised Series. Quarterly 
data estimated by Department of Economic Research. 
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Consumer Credit 


The growth of consumer credit 
was further restrained in the latter y 
part of 1969 as a tight mone- Ly Wy, | 

tary policy held back the major j oS NALLY} ADJU 
lenders. Chartered bank personal G WY, | QUSETEELS Ven 3 
loans slowed more quickly and 


SELECTED CONSUMER LOANS 


to a greater extent than did total Z/, 7 OUTSTANDING 


consumer credit, and bank loans 


3 
increased only marginally in the j Y Gy ee a CDE 20 
third quarter. There was some i f yi 18 
shift in total consumer lending Yi WH ‘Cane: Ge ue 
away from the chartered banks to V7 il ii hi 
other lending institutions, reflect- Ga il il a 
ing the more direct response of EZ il | ft 
the banks to tightened monetary LU GY il il : 
policy. YY HI 111 oe 
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Source: Dominion Bureau of Statistics — Bank of Canada. * Revised Series. Quarterly 
data estimated by Department of Economic Research. 
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CHART 4 
2500 
Retail Trade 2400 
An increased degree of consumer ore 
caution showed up clearly in re- 
tail markets in 1969, despite 2200 
some easing in price increases 
during the fall months and the “2 
early introduction of 1970 model 2000 
automobiles in September. For 
1969 as a whole, the passenger f 1900 
car market failed to match its | TOTAL RETAIL TRADE 
1968 growth rate, while other con- ar 
sumer durable sales have been 1700 
increasingly depressed by the im- 
pact of consumer hesitancy at the Bee 
retail level. aa 
Retail sales are expected to in- ; 4 Pa i 
j AN 4 oN», 
crease about_5 per cent in 1970. ; ~~ 
compared to an estimated 6 per ? / \- 7 v) 
: 14g 4 300 
cent increase in 1969. 4 MOTOR VEHICLE polices SEASONATLY ADJUSTED 
250 
1965 1966 1967 1968 1969 
Source: Dominion Bureau of Statistics. 
Index 
1961 = 100 


CHART 5 


Consumer Prices 


Consumer price increases slowed 
markedly in the latter months of 
1969 as the effects of anti-infla- 
tionary policies began to show up 
in the consumer sector. Nearly all 
components contributed in some 
measure to the deceleration. 

The improved price performance 
came too late in the year, how- e 
ever, to significantly offset the % INCREASE VEAR-OVER-YEAR LEVELS 
very large price increases in the 
spring and summer months. As a 
result, for the whole of 1969, the 
Consumer Price Index averaged 
4.5 per cent above the previous 
year, a larger increase than the 
4.1 per cent in 1968. 


CONSUMER ae INDEX 


Source: Dominion Bureau of Statistics. 


Industrial Production 


Industrial disputes continued to 
depress production in the third 
quarter of 1969. Some post-strike 
recovery in production in the final 
quarter. brought the year’s total 
INnCheaSeun lO. OVC iO mE OC EEG ents 
Almost all of the year’s gain was 
in manufacturing, aS mining out- 
put actually declined. 

Total output is expected to grow 
only marginally during the first 
half of 1970, with softness in 
manufacturing being offset by 
continued post-strike recovery in 
mining. For the year 1970, total 
industrial production should rise 
by nearly 3 per cent. 


Corporation Profits 


Corporation Profits dropped sharp- 
ly during the third quarter of 
1969, reflecting a combination of 
labour disputes and rising costs. 
The erosion of profit margins in 
many industries continued as 
labour and raw material costs rose 
faster than productivity gains and 
selling prices. 

Continued  anti-inflationary  pol- 
icies will make it more necessary 
for producers to absorb a larger 
proportion of rising costs in 1970. 
A more-than-normal number of 
strikes is once again a distinct 
possibility. 
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Source: Dominion Bureau of Statistics. 
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BEFORE TAXES 
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Source: Dominion Bureau of Statistics. * Revised Series. 
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CHART 8 1961 = 100 
Trends in Manufacturing — 115 
Unit Labour Costs 
Unit labour costs in Canadian ‘s 


manufacturing rose appreciably | eae : is 110 


more in 1969 than similar costs 
in the United States. For the latter ‘ 
part of 1969, wages and salaries 2 + 105 
paid in Canadian manufacturing 
increased more slowly and Cana- . UNITED STATES 
dian industrial production declined 
at the same time as U.S. indus- : 
trial production rose. This resulted 

in some continued deterioration of 

the Canadian position. : | = 
A moderating trend in the Cana- sh a 

dian index is expected during 

1970 as employment and wage ap - | ~ SE CONRTLY USE 90 
gains are brought into line with QUARTERLY AVERAGE 
slower output growth. 
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Source: Calculated from data published by 
Dominion Bureau of Statistics and by 
United States Department of Commerce. 


Millions of Persons 
CHART 9 Ratio Scale 


While the labour force grew ASONALLY ADJUSTED 
-marginally in the fourth quarter of ee Oe 
1969, employment declined for our 
the second consecutive quarter. 
The unemployment rate, which 
trended steadily upward since the Ss. 

beginning of the year, reached the SSS SSX 26 ye 
highest level in six years by the IW 
fourth quarter. 

With industrial output marginally 
stronger because of post-strike 
adjustments, productivity (in 
terms of output per employed 
person) may show some tem- 
porary improvement early in 1970. 
Major gains in productivity are 
not likely to be made this year, 
however, until sales gains again 
justify rapid increases in output. 


The Labour Market ‘\ N \ 
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Source: Dominion Bureau of Statistics. 
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Business Investment 


With strikes resolved in the 
crucial construction and _ steel 
industries, business investment 
accelerated during the second half 
of 1969. For the year as a whole, 
business investment increased an 
estimated 9 per cent, about half 
of which was due to prices. 
Capital spending may experience 
a similar rate of increase as in 
1969 in both volume and price 
terms. Slower growth in product 
demand, rising excess capacity, 
declining corporate profits and 
continued tight credit conditions 
will likely lead to some cutbacks 
in capital spending plans in 1970, sealer aly nodes 
especially for smaller companies. ANNUAL RATES 
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Source: Dominion Bureau of Statistics. * Revised Series. 
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Housing 


With the imposition of monetary 
restraints commencing in the 
second quarter of 1969, housing 
starts trended downward through- 
out the rest of the year. Never- 
theless, a very satisfactory total 
of about 215,000 starts was 
achieved during the year, nearly 
10 per cent more than in 1968. 
Starts should reach 190,000 units 
this year, strengthening as the 
year progresses. A very high level 
of completions and a large back- q, ; ANNUAL R 
log of public housing will help 
sustain housing expenditures near 
the 1969 level of over $4-billion. 
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Source: Dominion Bureau of Statistics and Central Mortgage and 
Housing Corporation. x Revised Series. 


CHART 12 Billions of Dollars 


Manufacturers’ Shipments 
and Orders 

A rebound in new orders at mid- 
1969 pushed shipments to appre- 
ciably higher levels in the third 
quarter. New orders, particularly 
for capital goods, raised the total 
unfilled order position to a level 
which has resulted in continuing 
strength in fourth quarter ship- 
ments. 

During the fourth quarter of 1969, hai 
generally easier demand for resi- NEW. ORDERS 
dential building materials and for 
consumer durables has resulted Soe 
in some decline in manufacturers’ 
orders, which will presumably re- 
strain growth in shipments in the SEASONALLY ADJUSTED 
coming months. Export sales of 
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Source: Dominion Bureau of Statistics. 
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Manufacturers’ Inventories 
Owned 


After a temporary mid-year de- 
cline, inventories have resumed { 65 
a modest upward trend so that PEO IES ON NED 
the inventory-to-shipments ratio 6.0 
has again been on the rise. Over 
the past year more of the inven- 
tory accumulation has shown up 5.0 
in goods-in-process and in fin- 
ished goods rather than in raw ateonones 
materials. This reflects the actual pang 
stability of raw material stocks 
held by many metal-using  in- 2.20 
dustries. Such inventories will 
temporarily rise in the coming 
months as metal stocks are 
rebuilt. Consequently, the inven- 
tory-to-shipments ratio can be OF INVENTORIES JOWNED SEASONALLY ADJUSTED 
expected to continue to rise. TO SHIPMENTS 
1965 1966 1967 1968 1969 
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Source: Dominion Bureau of Statistics. 


Government Budgetary 
Position 
Government spending grew faster 
than GNP during 1969, although 
some slowdown occurred at the 
federal level. Revenue growth 
levelled as the year progressed 

and the economy slowed down. 
The prospects for strong revenue 
growth in 1970 are poor. Substan- 
tial receipts of a non-recurring 
nature were collected in 1969 as 
a result of the now completed 
speed-up of corporation income 
tax payments. Continuing fiscal 
restraint will require progres- 
sively tighter controls on govern- 
ment spending growth this year, 
despite the extension of the 3 per 
cent surtax on corporate and per- 
sonal _ incomes. 


Exports and Imports of 


Goods and Services 

A halving of Canada’s 1969 mer- 
chandise trade surplus and a 
worsening of the service account 
position resulted in a current ac- 
count deficit of approximately 
$650-million on a National Ac- 
counts basis, more than double 
the 1968 figure. 

Strike situations hurt Canada’s ex- 
ports badly, with exports of iron 
ore, copper, nickel and iron and 
steel alone being reduced by an 
estimated $250-million in the third 
quarter. A sharply higher deficit 
on travel account, largely reflect- 
ing the Air Canada strike during 
the second quarter, contributed 
substantially to the larger deficit 
on service account. 
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Source: Dominion Bureau of Statistics. * Revised Series Quarterly 
data estimated by Department of Economic Research. 
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Merchandise Trade : MERCHANDISE oe 


A very strong 15 per cent rise in | nds 
imports, of which more than 22 ee ae Les ‘a é Jo 

per cent was machinery and = re AV Ow Vem 
equipment, coupled with a nearly | os MERCHANDISE IMPORTS 
10 per cent rise in exports re- - a 9 
sulted in a 1969 merchandise | 

trade surplus of $700-million, ap- 
proximately half the 1968 sur- 
plus of $1,380-million. The strong READE StepLun wins of ts 
growth in imports was perhaps | + ; +2000 
aided by the accelerated Kennedy 
Round tariff reductions in June. 
Export growth for basic resource 
commodities should continue rela- 
tively strong in 1970, although + 500 
exports of manufactured goods 

may be less buoyant as Can- 

ada’s trading partners experience 


; SEASONALLY ADJUSTED f 
slower economic growth. ANNUAL RATES TRADE DEFICIT 
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Source: Calculated from data published by the Dominion Bureau of Statistics. 
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CHART 17 


Net International 
Transactions and Official 
Reserves 
Large-scale capital inflows and 
export depressing strike situa- 
tions served to erode Canada’s 
foreign exchange reserves during 
most of 1969. A more favourable 
export situation for commodities 
and continuing buoyant automo- 
bile exports appear to be in large 
part responsible for the recent 
rebound of reserves to a post-war 
record level of U.S. $2.9-billion 

in December. 

Although many Western econ- 
omies have entered a period of 
significantly slower growth, the 
Canadian economy should con- 
tinue to attract a substantial in- 
flow of capital funds in 1970. 
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Source: Dominion Bureau of Statistics — Bank of Canada. 
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CHART 18 
33 
31 
Money Supply . 29 
Canada’s money supply has risen £ 
only marginally since last April, 
while the “‘liquid money supply”’ [ ie 25 
(currency and demand deposits, 
not plotted separately) has varied 2; 23 
even less. This near-fixity over CURRENCY QUTSIDE BANKS AND] _ - 
nine months compares with in- TOTAL BANK DEPOSITS 
creases of 12 to 15 per cent in | 9 
the preceding 12 months. SO 
Money supply increases of about a 
5S per cent during 1970 would at % INCREASE MONTH-OVER-MONTH LEVELS _ 
seem compatible with the Gov- | 
ernment's anti-inflationary objec- , i 42 
tives, provided they are reinforced 
by continued fiscal restraint. + 
0 
1965 1966 1967 1968 1969 < 


Source: Calculated from data published by The Bank of Canada. 
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Bank Lending 


Whereas the money supply indi- 
cators have been practically stable 
since April, chartered bank loans 
have approached that condition TOTAL LOANS 

: (EX. CALL AND C.S.B.) 
only since June. In the 12 months | 
prior to June 1969, bank loans in- 
creased 16 per cent. 

Of the slight increase in loans 
since June, almost one-third was 
to grain dealers as unsold stocks 
accumulated. Restraints applied to * CHANGE| IN SERIES 
the banks have recently led to % CHANGE MONTH-OVER-MONTH LEVELS 
the sharp growth of competitive | 
sources of funds such as_ the 
commercial paper market. 
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Source: Calculated from data published by the Bank of Canada. 


Short-Term Interest Rates 


The Bank of Canada maintained 
the Rediscount Rate at 8 per cent 
during the fourth quarter of 1969. 
Day loan rates, which several 
times attained this figure, aver- 
aged 7.81 per cent over the quar- 
ter. The 91-day Treasury Bill yield 
reached a record 7.81 per cent on 
31st December and Bank of Can- 
ada support has undoubtedly kept 
it from going higher. 

Although American and Canadian 
banks have continued to maintain 
prime lending rates at 81/2 per 
cent, much financing through 
commercial paper now costs 9 per 
cent or higher. 


Long-Term Interest Rates 


The average yield of long-term 
Canada bonds rose by almost two 
percentage points during 1969, 
averaging just over 8 per cent 
during the fourth quarter. The 
Government of Canada marketed 
Canada Savings Bonds and nego- 
tiable shorts at 8 per cent, a rate 
never before attained in Canada’s 
history. 

During the fourth quarter, the 40- 
bond average rose one-half per 
cent, with all components rising. 
By December, NHA mortgages 
were being offered at 1014 per 
cent and conventionals at 101/2 
per cent, with very little money 
available. 
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Source: Calculated from data published by the Bank of Canada. 
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Source: Central Mortgage and Housing Corp. — Bank of Canada—40 Bond Yield, 
courtesy of McLeod, Young, Weir & Co. Ltd. 


Canada-United States 
Interest Rate Spreads 


The spread on long-term Govern- 
ments widened during the fourth 
quarter of 1969, mainly through 
increasing Canadian yields. Until 
late November the unhedged bill 
spread averaged 40 points in Can- 
ada's favour, but a sharp rise in 
U.S. bill yields swung it in favour 
of the U.S. Hedging pickups, 
already on the way down since 
the limitation on swap deposits in 
July, were further reduced in late 
October by the German mark 
revaluation. Consequently, the 
hedged spread on bills has been 
kept within limits not conducive 
to short-term capital flows. 


The Canadian Dollar 


The Canadian dollar has strength- 
ened considerably in recent 
months reflecting a_ relatively 
worse inflationary environment in 
the United States and a smaller 
volume of short-term borrowings 
abroad. For the year as a whole, 
the major adjustments occurred 
in European currencies, leaving 
the Canadian dollar relatively un- 
touched. 

The premium on 90-day forward 
Canadian funds reached a peak in 
June 1969, but gradually declined 
to near parity with the ‘spot’ rate 
by December. This decline was in 
part caused by the ‘freeze’ on 
chartered bank ‘swap’ deposits at 
the June 1969 level. 
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Source: Calculated from data published by the Bank of Canada and by the Federal 
Reserve Bank of New York. 
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The Stock Market 


The Toronto and New York indices 
suffered a sudden fall in June 


1969, and failed to regain, in the 
subsequent months, their pre-June 
levels. Various reasons — antici- 


pation of recession, reduced cor- 
porate profits, tight money, high 
interest rates — have contributed 
to the unsettled market con- 
ditions, and the future direction of 
market movement will depend 
much on official policy pronounce- 
ments. 


Trends in International 
Industrial Production 


Although official policy would per- 
haps have liked to halt inflation 
without affecting the growth of 
industrial production, the policy 
of restraint now being followed 
by the industrialized nations re- 
sulted in a slower rate of growth 
in the second half of 1969, except 
in Japan. 

For 1969 as a whole, the United 
States, Canada, the U.K. and the 
EEC will likely register smaller 
industrial production increases 
than in 1968. This trend is ex- 
pected to continue into 1970, 
although the reductions in growth 
rates will likely be more pro- 
nounced. 
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the bank where people make the difference 


